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Overview

Equity markets fell significantly in early August, with the FTSE briefly dipping below the psychological barrier of 5000. Jittery investors,
worried about global growth and eurozone stability, sought out safe havens and the price of gold reached record highs. The yields on UK
and US government bonds fell, with the yield on 10 year gilts reaching its lowest level since the 1890s. The end of the month saw riskier
assets recover slightly but markets remained volatile.

In the Bank of England's Inflation Report, forecasts of UK growth were revised down and the minutes of the MPC meeting reflected
expectations of a more prolonged slowdown. For the first time since May 2010, no MPC members voted for an increase in inferest rafes.

The ECB resfarted bond purchases and intervened to buy Spanish and ltalian bonds. The policy appeared to be successful in reducing the
cost of Spanish and ltalian borrowing; however, it has been politically controversial with the German president questioning its legality.

At the start of the month, S&P lowered their US government credit rating from AAA to AA+. However, Fitch and Moody's reaffirmed their
AAA ratings and the announcement appeared to have litfle impact on the demand for US bonds.

Equity markets fell significantly this month Credit spreads increased this month

Equity indices Corporate spreads by rating
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Breakeven inflation fell across the curve
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Gilt breakeven inflation spot curve
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All chart data sourced to Bank of England, Merrill Lynch, Financial Times, MSCI & Standard and Poor.
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Responsible Investment

Asset owners are increasingly looking af integrating environmental, social and governance (ESG) issues info investment decisions, often under
the title of ‘responsible’ or ‘sustainable’ investment. Over the years, socially responsible investment has evolved from the use of negative
screening and the exclusion of sectors on ‘ethical’ criteria, to positive screening or a ‘best in class approach’, where top performers are
selected. Today, responsible investing is increasingly focussed on not only the integration of ESG factors into investment analysis but also on a
proactive approach to shareholder engagement. Those who practice this form of responsible investing believe that it will help maximise
long-ferm financial performance, while also meeting social and environmental goals.

legal Context

Where asset owners, such as pension funds, have a fiduciary duty fo beneficiaries, many perceive this as a barrier fo considering ESG issues.
This is because they believe that financial refurns should be their only concern. However, there has been an increasing realisation that ESG
issues can also be considered, if this is done by following an appropriate process. In 2005, Freshfields set out their legal opinion' that
although the primary objective for pension funds should be to generate retums, it is not a breach of fiduciary duties, per se, to consider ESG
factors. As an example, Freshfields stated that it is reasonable for pension funds fo screen out investments which are expected to yield a poor
refurn by virtue of their ESG credentials but that it is not reasonable to screen out investments so that the diversification of the portfolio is
excessively reduced. Freshfields also believed that “a court would likely regard shareholder engagement as prudent provided that it is properly
motivated, transparent, informed and objective”. Many pension funds now operate responsible investment policies which reflect their beliefs
that ESG factors will affect financial performance.

Financial performance

A key question for those who are considering responsible investing is
whether there is a financial penalty for doing so. Proponents of Responsib|e in\/esting index performonce
responsible investing argue that consideration of ESG issues can help
reduce exposure fo risks, such as climate change, which can have a
financial as well as a social impact. BP and the oil spill in the Gulf of
Mexico is offen used as an example of an investment which may have
been avoided if ESG factors, and in particular health and safety practices,
had been given greater consideration. However, this was also a share || *1
held by many responsible investment funds because of BP's leading
approach to alternative energy amongst its peers. Academic evidence on 80
the impact of responsible investment on financial performance is mixed,
with papers showing a positive, negative or neutral impact depending on
what was looked at and the methodology used. Responsible investment
funds can offen have a mid or small cap bias, although this can vary
significantly.
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Practicalities 5 ! V

There are many different approaches taken to responsible investing - in
part reflecting a range of views on what people consider ethical. There || «
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certain secfors, invest only in the highest rated companies or 'filt" index

weightings fo reflect ratings. In addition there are active managers who | There are now numerous indices fo reflect responsible invesfing
use ESG factors in their investment process (and who may dlso have | beliefs and objectives. Some, such as the MSCI global climate
certain sector restrictions). For those who want to underiake responsible index, can be focussed on a relatively narrow single theme,
investment, consideration needs to be given to the most appropriate way | whilst others. such as the MSCI world ESG index. can contain
of doing so. The UK Stewardship Code and the UN Principles for | shares from (,]ny industry sector. o e
Responsible Investment provide a useful framework to inform responsible
invesment approaches.

1. A legal framework for the integration of environmental, social and governance issues into institutional investment, October 2005

Any material or information in this document is based on sources believed to be reliable; however, we can not warrant accuracy, complefeness or otherwise, or accept responsibility
for any error, omission or other inaccuracy, or for any consequences arising from any reliance upon such information. The facts and data contained are not intended fo be a substitute
for commercial judgement or professional or legal advice, and you should not act in reliance upon any of the facts and data contained, without first obtaining professional advice
relevant fo your circumstances. Expressions of opinion may be subject to change without nofice.
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